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WHAT’S THE FEAR IN SELLING SERVICES?
CPAs often indicate that they love to market, but 
hate to sell. But do we really know the difference 
between marketing and selling, and do we really 
know how to apply these concepts in a CPA firm?
Marketing is a process of promoting. In a CPA 
firm, this means letting people know about our­
selves, our firms, and the services we can provide. 
Often, though, when we engage in what we all know 
as practice development activities, we don’t do a 
particularly good job at letting clients know what 
we can do for them. Joining a service club and giv­
ing speeches (typical practice development efforts) 
is not marketing if there is no follow-up. Simply put, 
if you don’t promote your firm and let people know 
what it can offer, you are not engaged in marketing.
Selling is a process of persuading someone to give 
up property (money) for something of value. In a 
CPA firm, I would define it as persuading someone 
to pay me for what I do. But to sell, we have to get 
in front of the customer and ask for the order. For 
many of us, that is the tough part.
Despite the fear and dislike, selling skills have 
become increasingly necessary for CPAs. The devel­
opment of these skills will continue to be required 
in the years ahead because we will need to take a 
different approach to growing our practices. There 
are several reasons for this.
Competition is more intense, now, both from 
within and outside the profession, and clients 
demand value. They want to know what we have 
done for them—what kind of value we have added 
by performing a service. In addition, client shelf life 
has declined to only five to six years, on average. 
This means our practices can quickly erode if we 
don’t replace lost business.
We have to provide the right type of client ser­
vices. If you check the average age of your partner 
group and client base, you might find it indicates 
you should be marketing services—retirement plan­
ning and business transitioning services, for exam­
ple—suitable for a different age group. Today, 
clients continually want more and different ser­
vices. If we don’t provide them, someone else will. 
And if we are going to provide these types of ser­
vices, we have to let clients know about them.
In many firms, partners lack the necessary sense of 
urgency to develop marketing and selling skills. Selling 
skills weren’t required when they entered the firm, and 
they have never received any training. Consequently, 
they don’t know how to sell and often presume that 
clients will simply ask for what they need.
Changing people’s minds about selling will 
require firms to set goals and hold partners 
accountable for attaining those goals. The program 
will require the full participation and support of the 
firm’s leaders.
What’s Inside . . .
□ New standard on fraud detection (SAS no. 82) to 
be issued in February, p.3.
□ SAS no. 82 implementation to be available, p.3.
□ Tax season is best time to convert tax clients into 
personal financial planning clients, p.4.
□ Information about the PFP membership section 
and the PFS designation, p.4.
□ Your voice in Washington (105th Congress 
“retreads ahead), p.5.
□ Upcoming AICPA conferences, p.5.
□ PCPS advocacy activities (PCPS’ variable life 
insurance product described), p.6.
□ Valid identifying numbers needed on individual 
income tax returns, p.6.
□ Impairment standard affects audits of HUD 
properties, p.7.
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Why professionals don’t sell
Professionals don’t attach the same value to mar­
keting hours that they do to billable hours, and 
often have not figured out how to track marketing 
results. And the way partner performance is mea­
sured in a CPA firm does not encourage marketing 
and selling activities.
For example, we focus on who gets the best score. 
We look at utilization, realization, and at our book 
of business. Most of our compensation is based on 
what we billed and brought into the firm.
But let’s say your firm wants to increase its mar­
ket share; where, in the above equation, are market­
ing effort, selling effort, and learning new skills? I 
believe efforts in these areas need to be part of the 
formula when measuring partner effectiveness. 
Many CPAs think selling and marketing will have a 
negative impact on their score, so it has to be made 
clear how people will be rewarded.
To really get your firm into marketing and selling, 
you have to think in terms of professional partner­
ships. We can’t function like highly structured cor­
porations because we have brought together talent­
ed, individualistic people. Our firms are loosely 
woven together, and clients are involved with indi­
viduals, rather than groups of people. Basically, we 
all go our own way, and firms have to deal with the 
lack of concerted effort.
Successful marketing and selling requires the 
right firm atmosphere and culture. Creating such a 
culture has to be spearheaded by the managing 
partner and supported by all partners. Absent their 
support, change will be difficult to achieve. You 
might want to begin the process of change by, first, 
giving some thought as to what, typically, con­
tributes to a breakdown in client relationships.
Probably the biggest mistake firms make is to 
assume there are no problems in the client relation­
ship. Clients, particularly new clients, sometimes 
just want to let off steam about something and 
would like us to listen. A good, general rule to follow 
is to listen for problems and sell solutions.
Rotating staff is frequently an irritant with clients, 
but perhaps more conflict is caused by unexplained 
fee increases without a perceived increase in value 
received, and by not dealing with their problems 
immediately. Unresponsiveness, leaving issues 
unresolved, and being defensive about mistakes all 
lead to client unhappiness with their CPA.
When people are unhappy with the service they 
receive, studies show they don’t hesitate to tell oth­
ers about their experience. This is grist for the mill 
for our competitors, and it behooves us to think 
how we can demonstrate to our clients that we are 
not taking them for granted.
“When relationships dwindle, you 
need to rekindle the romance. ”
Sometimes, we let the excitement that accompa­
nied the acquisition of new clients fade, and they no 
longer receive the telephone calls, notes, and atten­
tion they once did. The relationships have dwindled, 
and you need to rekindle the romance.
Make clients feel important by continually giving 
them ideas. Provide them with regular updates on 
the status of projects and make sure they are includ­
ed in the decision process. Find out how clients 
view quality, so you can take steps to exceed their 
expectations. You need to listen to their pain and be 
responsive and attentive. Consider socializing with 
some clients and offer your own experiences as an 
example when this is appropriate to their situation. 
The idea is to be a friend who offers more than tech­
nical advice.
Clients have to perceive you as an optimistic per­
son—one who gives people hope. So, smile and be 
viewed as someone who is fun to be around. Bring 
value to the table. Continually add to your skill base. 
Make helping others your first priority. Enjoy what 
you do and enjoy the clients for whom you are per­
forming the work. Listen to them and concentrate 
on providing comfort by letting clients tell you their 
problems. These are not only skills you can develop, 
they are common traits of successful business devel­
opers.
continued on page 5
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New Standard and Guidance 
on Fraud Detection
In February 1997, the AICPA auditing standards 
board (ASB) will issue Statement on Auditing 
Standards (SAS) no. 82, Consideration of Fraud in a 
Financial Statement Audit (product no. 060675). The 
new standard articulates the independent auditor’s 
responsibility to plan and perform the audit to obtain 
reasonable assurance as to whether the financial 
statements are free of material misstatement, whether 
caused by error or fraud, and provides expanded 
operational guidance in fulfilling that responsibility.
Specifically, SAS no. 82
□ Describes two types of fraud—fraudulent finan­
cial reporting and misappropriation of assets.
□ Requires the auditor to specifically assess the risk 
of material misstatement due to fraud. It provides 
categories of risk factors that should be consid­
ered and examples that might indicate the pres­
ence of fraud.
□ Provides guidance on how the auditor responds 
to the results of the assessment and provides 
guidance on how this should be done and on how 
to evaluate test results.
□ Requires the auditor to document identified risk 
factors and any related response.
The risk factor examples that relate to fraudulent 
financial reporting include a known history of secu­
rities law violations and domination of manage­
ment by one person or a small group without com­
pensating controls. Examples relating to missappro­
priation of assets include lack of job applicant 
screening procedures for employees with access to 
vulnerable assets.
The impact on local firms and audit fees
The auditor’s responsibility will not change, but by 
describing the characteristics of fraud, SAS no. 82 
enhances the auditor’s awareness of circumstances 
where it may exist. Auditors will be required to ask 
management about the risk of fraud and about its 
knowledge of any fraud perpetrated on or within the 
entity.
The detection of fraud is not just the auditor’s 
responsibility. The entity’s management should 
establish a reliable financial reporting environment, 
and if there are programs to deter or detect fraud, 
the auditor may consider their effectiveness and will 
enquire about the identification of risk factors. This 
should encourage management to improve controls 
over cash, investments, inventory, and fixed assets.
The effect on audit fees will vary. The impact 
should not be significant on organizations where 
management has implemented fraud prevention 
and detection controls. The costs will be greater for
Implementing SAS no. 82
A new guide, tentatively titled Fraud: Practical 
Guidance for Considering Fraud in a Financial 
Statement Audit, will be available a few weeks 
after the issuance of SAS no. 82. This practice 
aid will walk you through the issues likely to be 
encountered in applying the SAS to audits and 
provide valuable tools such as sample docu­
mentation and specific guidance on applying its 
concepts to several industries.
A CPE self-study course, Consideration of 
Fraud in a Financial Statement Audit: The 
Auditor’s Responsibilities Under New SAS no. 
82, will be available on March 1. The course 
offers intermediate-level information in text 
format. Recommended CPE credit is 8 hours. A 
seminar version of the course will be available 
through state societies after April 15.
To purchase these items, Fraud: Practical 
Guidance for Considering Fraud in a Financial 
Statement Audit, product no. 008883, cost $74, 
(pre-publication discount cost $59); and 
Consideration of Fraud in a Financial Statement 
Audit: The Auditor’s Responsibilities Under New 
SAS no. 82, product no. 732045, cost $119, call 
the AICPA order department, (800) TO-AICPA. 
Ask for operator PC.
organizations that have not effectively addressed 
the fraud risk factors. Establishing adequate con­
trols should help reduce the audit cost.
SAS no. 82, which supercedes SAS no. 53, The 
Auditor’s Responsibility for the Detection of Errors 
and Irregularities, is effective for audits of financial 
statements for periods ending on or after December 
15, 1997. Prior to that date, the AICPA is undertak­
ing a major effort to help auditors understand and 
implement the new standard.
These efforts include a series of half-day presenta­
tions, “Implementing the New SAS on Fraud,” to be 
held during the first two weeks in May in major 
cities across the country. Presenters, who will 
address implementation and other issues, will 
include representatives from large and small firms.
In addition, there will be information about SAS 
no. 82, including a speech outline, on the AICPA’s 
Web page and on Accountants Forum. See the side- 
bar for implementation guidance. □
— by Jane Mancino, CPA, AICPA Audit and Attest 
Standards, New York, tel. (212) 596-6029, FAX (212) 
596-6091
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Tax Season Is Selling Season
Many CPAs have added financial planning to their 
practices, both because clients ask for this service 
and because it fosters their own professional 
growth. Unless your practice is different from most, 
tax season provides a prime opportunity to sell 
clients on the concept of financial planning. But 
“selling” is not really selling. Rather, it is asking the 
right questions at the right time in the right place— 
and taking the right notes.
During tax season, you see most of your clients in 
your office, and that makes it the perfect time and 
place to solidify your understanding of their con­
cerns about their financial future. To do this effec­
tively, you must be prepared to ask questions and to 
listen. The type of questions to ask should be those 
that identify possible future financial problems, 
help develop better relationships and trust, and 
result in opportunities for a financial planning 
engagement after tax season.
I am reminded of remarks made by Allan Boress, 
president of Allan S. Boress & Associates, in Coral 
Gables, Florida. Allan says that CPA firms are the 
only businesses he knows that take staff off the sales 
floor during the one time of year that people want 
to talk with them. Can you imagine clients in the 
retail business pulling their sales people off the floor 
during their peak sales season?
During tax season, we are content to let the IRS 
do our public relations work for us while we are 
chained to our desks. But there is a problem with 
that. As mentioned before, tax season is when we 
should be talking with referral sources and clients 
in order to market our financial planning services.
Create awareness that you are willing to help 
clients with more than tax compliance. Be visible. 
Show them you care about their financial well­
being, and that you are competent and capable of 
helping them decide on actions they should take to 
achieve their financial goals.
Here are some questions you can ask clients dur­
ing tax season:
□ Do you have any financial concerns? This is a 
good ice breaker and helps you find out what 
clients are worried about.
□ Do you expect any significant changes in your 
income and are you planning any major expendi­
tures in the next five years? The answers alert you 
to financial changes the client expects.
□ Are you satisfied with the amount you have avail­
able for savings or investment? People rarely are, 
and this might open the door to another engage­
ment on cash flow and investing.
□ Is your will current, and when was the last time 
you reviewed your estate plan? Everyone is con-
Practicing CPA, January 1997
PFP and PFS Information
The AICPA personal financial planning (PFP) 
membership section's benefits include PFP 
Practice Handbook; technical practice aids; the 
Planner (a bimonthly newsletter); various mar­
keting, practice management, and promotional 
materials; and vendor discounts.
For more information, call AICPA member­
ship administration, (201) 938-3100.
The AICPA personal financial specialist (PFS) 
designation is offered exclusively to CPAs who 
have at least three years of personal financial 
planning experience, and have successfully 
completed a comprehensive examination.
For more information, contact the AICPA 
order department, tel. (800) TO-AICPA, sub­
menu no 1, or FAX (800) 362-5066. Request the 
Personal Financial Specialist Accreditation 
Information Package, product no. G00055.
cerned about providing for family members. If 
the information isn’t up-to-date, it might not 
reflect the client’s current wishes.
□ Are you saving for retirement? This is an area of 
financial planning where assistance is needed by 
almost everyone at some point.
□ Are you using deferral or savings plans to maxi­
mum advantage? Many clients are still not think­
ing about their retirement savings, and you can 
educate them.
□ At what age do you plan to retire? This will gen­
erate more retirement conversation.
□ Have you planned for a successor? For clients 
who are business owners, there are many issues 
to consider, such as the value of the business and 
the liquidity of the estate.
□ Do you need financial planning assistance? 
Questions on this subject can lead to some of the 
most important conversations you can have with 
tax clients.
The challenge during tax season conversations is 
to address clients’ financial concerns and identify 
the planning services they need, while building rela­
tionships and trust. Tax season—with clients, 
potential clients, and referral sources—is a tremen­
dous marketing opportunity.
Your goal in marketing is to create the best possi­
ble environment in which to make a sale. Your goal 
this tax season should be to convert as many tax 
clients as possible into PFP clients. □
—by Phyllis Bernstein, CPA, AICPA Personal 
Financial Planning, New York, tel. (212) 596-6058, 
FAX (212) 596-6233
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Your Voice in Washington
105th Congress—“retreads” ahead
“Retreads” might be a good description for the first 
items on the agenda of the 105th Congress, which 
convenes this month. Topping the agenda are bud­
get and tax issues. Grappling with the budget will be 
no easier for the 105th Congress than it was for the 
104th, although leaders of both parties are anxious 
to avoid the brinkmanship strategy employed dur­
ing the last Congress, that led to government shut­
downs.
The big political budget battle this year looks set 
to revolve around how inflation is calculated. The 
consumer price index (CPI), on which the govern­
ment bases its calculations for the cost-of-living 
adjustments (COLA) for such entitlement programs 
as Social Security, currently overstates inflation by 
1.1 percent, according to a report released last 
month by a Senate advisory panel of economists.
The inflation number is a highly charged political 
issue because it impacts workers’ wage increases and 
how much they pay in taxes. An effort last Congress 
to reduce the COLA was unsuccessful. Using a lower 
inflation rate would make it easier to balance the fed­
eral budget, however. And at press time, the Clinton 
Administration was sending signals that it was will­
ing to take on this political hot potato. GOP congres­
sional leaders remained uncommitted.
Further complicating the budget negotiations is 
the fact that any tax changes are likely to be 
wrapped into the budget debate—particularly such 
changes as a reduction in the capital gains tax, a 
family tax credit, and expanded IRAs—because the 
changes will have to be paid for so as not to increase 
the budget deficit. Scarce funds also could mean a 
tough fight to extend those tax provisions expiring 
May 1997.
Real prospects for overhauling the tax system are 
dim. The broad-based public consensus necessary to 
drive a restructuring of the tax system does not appear 
to exist, and lawmakers will not attempt the battle 
without strong voter support. What is likely is contin­
ued congressional scrutiny of the IRS. The report from 
the National Commission on Restructuring the IRS, 
which is due this summer, could spur changes in IRS 
operations (see the Practicing CPA, November and 
December 1996). The AICPA will continue its push for 
tax simplification.
Non-revenue legislation of interest to the accounting 
profession, that is likely to be considered by the 105th 
Congress, includes legislation to improve audits of 
pension plans and to amend the Fair Labor Standards 
Act in order to provide employers and employees with 
greater scheduling flexibility. The AICPA supported 
such legislation in the 104th Congress. □
Conference Calendar
Personal Financial Planning Technical Conference
January 13-15—Hyatt Hill Country, 
San Antonio, TX
Recommended CPE credit: 21 hours
To register or for more information, contact AICPA 
Conference Registration, tel. (800) 862-4272.
What’s the Fear in Selling Services?
(continued from page 2)
To change to a marketing and selling culture, you 
will probably need to accept the notion that the tra­
ditional way of measuring and rewarding perfor­
mance won’t motivate your partners and senior 
staff. To encourage them, add two words to your 
evaluation form: “Sales strength.” Use this to mea­
sure their participation in the firm’s sales and mar­
keting effort.
You need to excite people about the opportunities 
that will result. You need to have firm personnel 
thinking sales, not practice development and public 
relations. The managing partner has to lead by 
example.
At our firm, we decided to take an aggressive 
approach to developing and selling new services. 
We hired someone to come to our office two days a 
month to help us develop and improve. He sets 
goals, works with groups, forms niche teams, and 
works on behavioral change with partners and 
client administrators. We have committed funds to 
this program because we want someone to help us 
continually find new ways to serve our clients.
I believe that in addition to technical, diagnostic, 
and management skills, partners will increasingly 
need marketing skills to make potential clients 
aware of what their firm can offer, and selling skills 
to convince clients that the firm understands their 
problems and can help them. Keep in mind, though, 
that selling is not about numbers. It is an emotion­
al experience that requires encouragement and the 
patience to maintain the effort during the time it 
takes to obtain results. □ 
—by Jerrel A. Atkinson, CPA, Atkinson & Co., Ltd., 
P.O. Box 25246, 707 Broadway N.E., Albuquerque, 
New Mexico 87125, tel. (505) 843-6492, FAX (505) 
843-6817
Practicing CPA, January 1997
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PCPS Advocacy Activities
PCPS’ variable life insurance product
As reported in the November 1996 Practicing CPA, 
the PCP executive committee has negotiated with 
the International Corporate Marketing Group—a 
division of ITT/Hartford Insurance Company—on 
the design of a low-cost, no commission, no surren­
der cost, variable life contract that can be used in 
funding non-qualified partner retirement programs. 
The product is generically a variable, flexible premi­
um universal life policy containing the following 
features:
□ The policy is issued in a separate account of 
Hartford Life Insurance Company. Therefore, it is 
not subject to the claims of creditors of the insur­
ance carrier, and provides maximum protection 
for the policy holder.
□ The policy owner may allocate premium deposits 
among various internal investment options from 
which earnings will be received.
□ The equity and fixed income mutual funds inside 
the policy have been selected to enable the owner 
to choose among varying degrees of investment 
aggressiveness.
□ Sales charges will be 2.75 percent of premiums 
and include all taxes, acquisition costs, and 
design services. These charges are less than 10 
percent of those in the conventional general 
account product.
□ Premiums are flexible and can be adapted to fit 
the cash flow characteristics of the member firm. 
ICMG will handle all issue, policy administration, 
death claim process, and service matters, and has 
agreed to make its plan design services available to 
member firms. Alternatively, member firms may 
choose local insurance agents or financial planners 
for a plan design, or do their own analysis.
For those firms that choose to implement the plan 
design, ICMG will agree to provide plan administra­
tion services. Plan administration fees vary by type 
of plan and frequency of reporting, and service con­
tinuation will be provided for in the plan services 
agreement. Continuing policy service will be provid­
ed at no additional charge by ICMG.
Larger and more complex situations may warrant 
on-site analysis and design. In such cases, Financial 
Resources Network (FRN), a Woburn, Massachusetts, 
retirement consulting firm, has agreed to make its ser­
vices available for the design of the product and the 
concept. This optional service is available for an addi­
tional fee.
The PCP executive committee began this process 
three years ago in response to a perceived need in 
some firms and has negotiated a lower cost for 
PCPS member firms than would otherwise be avail­
Practicing CPA, January 1997
able to the public. Member firms will receive mail 
directly from ICMG and FRN, its design partner, 
describing the Endeavor Variable Life Product and 
the plan services available.
For further information about this product, con­
tact Gregg Caplitz, CFP, MS, Financial Resources 
Network, 424 Washington Street, Woburn, 
Massachusetts 01801-2112, tel. (800) 772-4047, FAX 
(617) 935-9728. For information about other PCPS 
member benefits, contact Barbara Vigilante at the 
AICPA via telephone (800) CPA-FIRM or FAX (800) 
FAX-1112. □
Avoid Refund Delays: Use a Valid 
Identifying Number
Clients who are not U.S. citizens, who don’t have a 
Social Security Number (SSN), and who must file a 
U.S. tax return, should apply for a new Individual 
Taxpayer Identification Number (ITIN). Beginning 
on January 1, this year, individual income tax 
returns that fail to include a valid SSN or an IRS- 
assigned ITIN will experience processing and 
refund delays. Temporary identifying numbers pre­
viously issued are no longer valid.
Clients must also obtain an ITIN if they are 
claimed as a dependent on a U.S. citizen’s tax 
return, are married to a citizen who files a joint tax 
return, can be claimed as an exemption on their 
spouse’s tax return, or are filing a U.S. tax return 
only to claim a refund.
U.S. citizens and foreign persons legally entitled 
to work in the U.S. can obtain an SSN from the 
Social Security Administration by filling out Form 
SS-5, Application for Social Security Card. All oth­
ers required to file U.S. tax returns will need to com­
plete Form W-7, Individual Application for IRS 
Identification Number. This can be obtained from a 
local IRS office, by calling (800) TAX-FORM, by 
downloading it via computer from the IRS bulletin 
board, (703) 321-8020, or by visiting the IRS Web 
site at http://www.ustreas.gov.
The IRS Office of Public Liaison says that Form 
W-7 is for information purposes and requires docu­
mentation substantiating foreign/alien status and 
true identity. Neither the documentation nor Form 
W-7 should be attached to the filed tax returns, but 
should either be mailed to the Philadelphia Service 
Center or presented at an IRS walk-in office. The 
IRS also asks that clients be reminded that the ITIN 
is for tax purposes only and does not take the place 
of an SSN, qualify them for Social Security benefits, 
affect their immigration status, give them the right 
to work in the U.S., or entitle them to Earned 
Income Tax Credit. □
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Impairment Standard Affects Audits of 
HUD Properties
Statement of Financial Accounting Standards 
(SFAS) no. 121, Impairment of Long-Lived Assets 
and Long-Lived Assets to Be Disposed Of, is effective 
for years beginning after December 15, 1995. It 
requires that a test for impairment be made when 
events or changes in circumstances indicate that the 
carrying values of long-lived assets may not be 
recoverable. The test is a comparison of the carrying 
values with the expected future undiscounted cash 
flows generated by the assets. If the carrying values 
exceed the undiscounted cash flows from the relat­
ed assets, the carrying values must be written down 
to the assets’ fair values by a charge against current­
year operations.
U.S. Department of HUD-insured and subsidized 
multi-family residential properties (HUD proper­
ties) owned by entities with calendar year-ends will 
be subject to SFAS no. 121 for their fiscal years end­
ing December 31, 1996. Such low-income housing 
projects have certain characteristics which make 
them particularly sensitive to impairment of their 
carrying values.
SFAS no. 121 describes circumstances that could 
indicate an impairment of the carrying value of 
long-lived assets. They include
□ A significant decrease in an asset’s market value.
□ A significant physical change in an asset or in the 
extent or manner in which it is used.
□ A significant adverse action by a regulator or 
change in the legal or business climate that could 
affect the value of an asset.
□ An accumulation of costs significantly in excess 
of the amount originally expected to acquire or 
construct an asset.
□ A current period operating or cash flow loss com­
bined with a history of such losses or a projection 
of continuing losses associated with an asset used 
to produce revenue.
Signs of possible impairment that are unique to 
HUD properties might include
□ Mortgage payments in arrears.
□ Delinquent deposits to asset replacement and resid­
ual receipts reserves.
□ Negative surplus cash position.
□ Substantial need for repairs and replacement of 
assets.
The owners and management companies of HUD 
properties often lack the accounting expertise and 
knowledge to identify and apply the provisions of 
SFAS no. 121, and their auditors will need to assist 
them in complying with the new testing, measure­
ment, recognition, and disclosure requirements. 
Identification of the potential impairment indica­
tors mentioned above should be made when plan­
ning the audit engagement, and, if present, the 
required test procedures should be included in the 
auditing procedures to be performed.
As a result of close HUD scrutiny of audit fees 
paid by HUD properties and the corresponding sen­
sitivity of HUD property owners and management 
agents to fees when selecting their independent 
auditors, annual audits of HUD properties have 
become “commoditized” to the extent that realiza­
tion rates are often marginal. In order to assure an 
acceptable realization of fees in relation to audit 
time, auditors should consider the additional time 
requirements of possible impairment issues and 
audit- related impairment adjustments in the finan­
cial statements of HUD properties before submit­
ting engagement proposals.
The comparison of HUD property carrying values 
to their undiscounted cash flows raises additional 
auditor considerations. How, for example, should 
undiscounted cash flows be measured in the case of 
a long-lived asset used in an activity that is regulat­
ed by HUD as to payment of dividends to its owners 
and deposits to restricted accounts for asset replace­
ments and residual reserves?
SFAS no. 121 states only that future cash flows 
are future cash inflows expected to be generated by 
an asset, less the future cash outflows expected to be 
necessary to obtain those inflows. The resulting 
cash flow measurement should be undiscounted 
and without interest charges. It would appear from 
this description that expected future operating cash 
flows without interest payments would be an appro­
priate basis for measurement.
In instances where test results indicate that 
impairment of the carrying value of long-lived 
assets in HUD properties exists, additional work 
must be performed, again with cost considerations 
for the property owner and compliance considera­
tions for the auditor. Impairment must be measured 
based upon the fair value of the assets. The deter­
mination of fair value of HUD properties may prove 
to be a time-consuming and costly exercise to prop­
erties with insufficient cash flow to fund their oper­
ations.
SFAS no. 121 provides that consideration should 
be given to “prices for similar assets and the results 
of valuation techniques to the extent available in the 
circumstances.” Of the examples of such techniques 
given in the standard, the present value of estimat­
ed expected future cash flows using a discount rate 
commensurate with the risks involved will most 
likely be the preferred method of auditors of HUD 
properties, since undiscounted expected future cash 
flows (without interest charges) already will have 
been determined.
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In some instances, independent appraisers may 
be engaged by property owners to determine fair 
values. When independent appraisals are obtained, 
the auditor must apply the provisions of Statement 
on Auditing Standards no. 73, Using the Work of a 
Specialist, in reaching a conclusion about whether 
the adjusted carrying value of the assets is in con­
formity with generally accepted accounting princi­
ples. It is important for auditors to recognize the 
cost and timing considerations of these valuation 
procedures in the planning (or even the proposal) 
stage of the engagement in order to assure a suc­
cessful audit and submission of reports before the 
sixty-day deadline imposed by HUD.
Many HUD properties will be required to recognize 
impairment adjustments in their financial statements 
for years ending December 31, 1996, and those 
adjustments will, in most cases, be substantial.
Recognition raises additional issues, such as the 
reporting of impairment charges on the HUD-pre­
scribed Form 92410, Statement of Profit and Loss, 
the impact of the valuation adjustment on the bal­
ance sheet, the disclosures to be included in the 
notes to the financial statements, and the inclusion 
of impairment adjustments in the analysis of cost 
and accumulated depreciation of fixed assets
reported as supplemental information.
HUD has not yet issued any guidance regarding 
these reporting issues, and HUD servicing agents 
who receive the financial statements and auditors’ 
reports filed by HUD properties may not anticipate 
or understand the significant impact of impairment 
adjustments on the financial statements.
Auditors should, in cases where impairment 
adjustments will be reported, consider communi­
cating with the responsible HUD agent while the 
engagement is in progress. In addition, in cases 
where owners are not involved in the management 
of their HUD properties, auditors should consider 
communicating directly or through the manage­
ment agent, the requirement and the impact of 
applying the provisions of SFAS no. 121 to their 
property.
In summary, audits of HUD properties for calen­
dar year 1996 will be affected by the new impair­
ment standard, and careful planning and perfor­
mance will be essential to a successful and timely 
engagement. □
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